increased over time. This pattern, often called the "Easterlin paradox," has also been observed in other countries (Veenhoven, 1993; Blanchflower and Oswald, 2004) . One of the most favored explanations for this apparent puzzle in the literature is that individuals' happiness is determined by their income relative to other people's income; that is, they derive happiness not only from the levels of consumption attained with income, but also from their position in the income (and consumption) distribution relative to other members of their communities (Easterlin 1974 (Easterlin , 1995 , and more recently Di Tella and MacCulloch, 2006) . Although Easterlin's study was noted by some scholars when it was published, it took time for academics to engage in subjective data research to a substantial degree. Since the late 1990s the amount of research making use of happiness and satisfaction databases has increased considerably (see Frey and Stutzer, 2002 , for a recent review of M easuring the impact of economic policies on personal well-being is at the heart of most applied research. Traditionally, economists have been reluctant to use self-reports of wellbeing-or happiness-for policy evaluation because of their subjective nature. Instead, economists prefer to infer individual preferences from observed choices and evaluate the impact of policies with these choices and derived preferences. As Di Tella and MacCulloch (2006, p. 25) state, "economists typically watch what people do, rather than listening to what people say." Easterlin's (1974) seminal paper is the first to seriously make use of self-reported happiness data. In this study, he documented that although happiness responses are positively correlated with individual income at a given point in time, self-reports of happiness in the United States had remained stagnant while average personal income the literature). To measure the different concepts of satisfaction, well-being, and happiness, social scientists use nationally representative household surveys. For instance, past research has used the British Household Panel Survey (BHPS), the American General Social Survey (GSS), the German Socio-Economic Panel (GSOEP), Eurobarometer, Latinobarometro, the European Community Household Panel (ECHP), the Russia Longitudinal Monitoring Survey (RLMS), the International Social Survey Programme (ISSP), and the World Values Survey (WVS).
This paper uses the 2006 Gallup World Poll dataset. This newly designed survey contains information about an individual's assessment of her or his current, past, and future personal wellbeing and assessments of her or his country's current, past, and future well-being. With this novel dataset we do three things: (i) We examine the determinants and the effects of inflation and unemployment on past, present, and future individual assessments of personal and country wellbeing. (Previous studies have analyzed only personal assessments of current well-being.) (ii) We examine two aspects of happiness data that have not been previously addressed in the literature: First, comparing personal and country evaluations, we test for the better-than-average effect discussed in the cognitive psychology literature; then we construct measures of personal and country optimism comparing future and present evaluations and examine their determinants. Finally, (iii) we report some contrasting findings on the indirect preferences for inflation and unemployment implied in happiness reports.
The better-than-average effect refers to the tendency to overestimate one's personal traits or abilities (e.g., overrating one's own looks or the ability to drive; Caliendo and Huang, 2007) . The better-than-average effect has been linked in the finance and economics literature to apparently irrational behavior because individuals are thought to exhibit an unrealistic, or overconfident, image of themselves. Camerer and Lovallo (1999) , for example, study whether overconfidence leads to excess entry by firms. Caliendo and Huang (2007) argue that overconfidence about the average return on savings can have large effects in the work-life consumption profile in a life cycle model. In the finance literature, Chuang and Lee (2006) , among others, have studied overconfidence linking investors' behavior to apparently anomalous phenomena. They argue that overconfident investors underestimate risk, trade in riskier securities, overreact to private information, underreact to public information, and trade more aggressively in subsequent periods after observing market gains. Benoît, Dubra, and Moore (2009) and Benoît and Dubra (2009) , on the other hand, dispute the traditional interpretation that the better-than-average effect is a sign of irrational (overconfident) behavior. We do not concern ourselves in this paper with the relation between the better-than-average effect and the possibility of overconfidence. Rather, we consider that if individuals tend to describe their own well-being as better than the averagethat is, better than their country's-the determinants of subjective well-being reports on personal and country evaluations do not need to be the same.
Most research using data from the Gallup World Poll (which began in 2005) has been published in the Gallup Management Journal. Because of copyright issues, the use of this database has been very restricted. To the best of our knowledge, only two papers in the economics literature have used these data: Deaton (2008) , in a study of the effect of national income, age, and life expectancy on assessments of health satisfaction and general satisfaction with life; and Stevenson and Wolfers (2008) , in a study on reassessing the Easterlin paradox. 1 Using data for many countries and over many years, Stevenson and Wolfers established, in contrast with Easterlin (1974) , a positive link between average levels of subjective well-being and gross domestic product (GDP) per capita across countries; they also found evidence that, within countries, economic growth is associated with increasing happiness.
In addition to the connection with personal income, data on self-reports of well-being have also been used to analyze other implications of public policy. Clark and Oswald (1994) , for example, used data from the BHPS to assess the utility levels of the unemployed. They find that unemployed people in Great Britain in 1991 had much lower levels of well-being than employed individuals. Recent studies on the economics of happiness include a paper by van Praag, Frijters, and Ferrer-i-Carbonell (2003) that analyzes the determination of an individual's self-reports of satisfaction with several aspects of life and how these combine into self-reports of general satisfaction with life. The authors used the GSOEP in their analysis. Scoppa and Ponzo (2008) analyze the determinants of individual subjective well-being in Italy. These authors used data from the Survey of Household Income and Wealth conducted by the Bank of Italy. Among other findings, they also report that individuals care about relative income. Several other applications of happiness data are discussed in the survey by Di Tella and MacCulloch (2006) .
The literature has also analyzed the effect of macroeconomic variables on self-reports of life satisfaction and the implied preferences over inflation and unemployment. Di Tella, MacCulloch, and Oswald (2001) , for example, analyzed whether the one-to-one marginal rate of substitution implied by the so-called misery index (the sum of the unemployment rate and the inflation rate) is validated in self-reports of happiness data. 2 In a different study, Di Tella, MacCulloch, and Oswald (2003) analyzed the impact of macroeconomic variables (including GDP per capita levels and growth in addition to inflation and unemployment) on happiness reports; they also examined the psychological cost of recessions (in excess of the fall of GDP and the rise in unemployment) implied by the happiness reports. The authors used data from Eurobarometer for 12 European countries between 1975 and 1995 and from the American GSS for the period . They find that-in contrast to the common assumption-at the margin, unemployment seems to cause more unhappiness than inflation and conclude that the misery index underestimates the welfare cost of unemployment. Blanchflower (2007) , using data from the World Database of Happiness for 25 Organisation for Economic Co-operation and Development (OECD) countries for , finds results consistent with those of Di Tella, MacCulloch, and Oswald (2001) . In a related study, Wolfers (2003) finds evidence that inflation and unemployment lower perceived well-being and that macroeconomic volatility, especially unemployment volatility, also undermines wellbeing. Jayadev (2008) , using data from the 1996 ISSP for 27 countries, studied the preferences of different socioeconomic classes over inflation and unemployment. The author found that the "working class," defined as those with lower occupational skills and economic status, is more likely to rank minimizing unemployment as a higher priority than maintaining low inflation. Easterly and Fischer (2001) , using a 1995 survey of 38 countries (19 developed and 19 developing and transition countries), portray a different picture. They report that the poor are more likely than the rich to mention inflation as a top national priority. Lastly, Peiró (2006) also explores different microeconomic and macroeconomic determinants of happiness.
This paper is organized as follows. In the next two sections we present the data and describe the estimation strategy. We then present our study results, followed by our conclusions.
DATA
The source for the personal and country evaluation is the Gallup World Poll. The Gallup World Poll is probably the world's most comprehensive database of behavioral economic measures. It surveys citizens in more than 140 countries, representing about 95 percent of the world's adult population. Our dataset contains responses from about 70,000 individuals in 75 countries for the year 2006.
In the research on the economics of happiness, the happiness measure, the key variable of analysis, is often constructed with the answer to a question; and the question is typically worded The measures of personal and country wellbeing in our dataset therefore range from zero to ten. We also constructed two additional variables to capture "optimism" regarding personal and country assessments. The optimism variables are defined as the difference between the answer to the "future" and "present" questions. These variables, of course, range from -10 to 10.
The Gallup World Poll has many individuallevel variables that can be used as controls in the estimations, including the sex, age, marital status, employment status, location of residence (urban versus rural characteristics) of the respondent, and a categorical proxy for personal income. 3 We complemented the survey data with country measures from the World Development Indicators database on inflation and unemployment for the period 2002 -05 (World Bank, 2007 . 
ECONOMIC STRATEGY
Our estimation strategy is a variation of the methodology used by Di Tella, MacCulloch, and Oswald (2001) . Our study differs from theirs in that they study a small cross section of European countries over several years, whereas we examine a larger set of countries from different regions of the world for only one year. More importantly, Di Tella, MacCulloch, and Oswald examine only life satisfaction as the dependent variable, and we analyze eight measures of happiness as dependent variables: current life satisfaction, past life satisfaction (5 years ago), expected future life satisfaction (in 5 years), life satisfaction optimism (defined as future minus present satisfaction), current country situation, past country situation (5 years ago), expected future situation (in 5 years), and country satisfaction optimism (defined as future minus present country situation).
In our estimations, we follow two basic approaches. The first approach is similar to the two-step procedure used by Di Tella, MacCulloch, and Oswald (2001) . In the first step, we run an ordinary least squares (OLS) regression of each 3 Additional variables not used in the current study include importance of religion, number of children, characteristics of current housing, and others.
variable of interest against a set of individual characteristics identified by the literature as affecting happiness and satisfaction levels. 4 We include country fixed effects and cluster the standard errors by country. The average residuals of this first regression for each country (including the estimated fixed effect) can then be interpreted as the average assessment of personal or country satisfaction that is not explained by individual characteristics. The second step of this approach then runs an OLS regression of the country-level averages of the residuals on inflation and unemployment. The estimated coefficients in the second stage are then interpreted as in Di Tella, MacCulloch, and Oswald (2001) as the impact on well-being from a 1-percentage-point change in either inflation or unemployment. (This interpretation clearly depends on the cardinal scale of the dependent variable.)
The first-step regression is then (1) where i indexes individual respondents and j indexes countries. We control for country fixed effects, β j . 5 We define the unexplained part of dependent variable Y for each country j in regression (1) as the estimated fixed effect βˆj. 6 We then run the following regression at the country level in the second step:
The second approach, which we undertake for comparison, consists of running a unique regression with variables measured both at the individual and at the country level. The basic estimation model is as follows:
Because this last regression already includes inflation and unemployment (which do not vary for individuals within a given country), we cannot include country fixed effects. In this approach, we also cluster the standard errors by country. For a robustness check, the appendix presents the results for these two approaches using a larger number of individual controls. Table 1 presents the summary statistics of the measures of personal and country well-being used in our analysis. A one-way analysis of variance illustrates that although most of the variation is within countries (ranging between 70 and 90 percent of the entire variation, as represented by the total sum of squares), there is a sizable variation between countries. The averages of the wellbeing measures are better illustrated in Figure 1 . The solid line represents the averages for past, present, and future personal assessments of life satisfaction. The dotted line represents the assessments for the country's situation. Three patterns are worth noting.
RESULTS

Summary Statistics
First, the line corresponding to personal evaluations is always above the line corresponding to the assessments of the country's situation. In other words, individuals tend to assess their personal situation as better than that of their country. We interpret the systematic differences between personal and country evaluations as a manifestation of the better-than-average effect discussed previously. The size of this effect is not small: The differences between individual life satisfaction and country situation range between 8 and 13 percent. As shown in Table 2 , the differences are statistically significant, as evidenced by a standard t-test of differences in means. Second, there is a temporal tendency of improvements in both the assessments of personal and country well-being, as illustrated by the upward slope of both reports in Figure 1 . Individual assessments of the future are better than assessments of the present, and assessments of the present are better than assessments of the past. We interpret these patterns as suggesting optimism in the well-being reports. As shown in Table 2 , both personal and country measures of optimism that compare future and present assessments are also statistically significant.
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Third, the rate of change between future and present and between present and past evaluations is larger in the personal assessments than in the country assessments. This indicates that people expect their personal well-being, on average, to improve more than the country's well-being will, again suggesting the presence of the better-thanaverage effect. Table 2 indicates that the differences between personal and country optimism (defined as comparing future and present assessments) are also statistically significant. Table 3 reports summary statistics for the two macroeconomic variables studied in this paper. Data availability for these two variables determined the 75 countries that could be included in our estimations. 7 To mitigate year-to-year variation, inflation and unemployment measures were computed as the average between 2004 and 2005. We also computed the lags of inflation and unemployment as the average between 2002 and 2003 to check the robustness of our estimations. Table 4 portrays the mean and standard deviation for the individual control variables. "Male" is a dummy variable taking the value 1 for males and 0 for females. In our database, 43.9 percent of respondents are males. "Age" is measured in years; the average age is 42.5 years. "Married" is a dummy variable taking the value 1 for married people and 0 otherwise. "Employed" is a dummy
M AY / J U N E 2 0 0 9 1 1 3 7 The World Development Indicators database contained missing values of the unemployment variable for some countries for some isolated years. These values were imputed using data for [1990] [1991] [1992] [1993] [1994] [1995] [1996] [1997] [1998] [1999] [2000] [2001] [2002] [2003] [2004] [2005] with a switching regression technique. Happiness Reports variable taking the value 1 when the individual has a job (whether paid or unpaid) and 0 otherwise. "Urban" is a dummy variable taking the value 1 for individuals living in cities and 0 if they live in a rural area. Finally, we include a dummy variable (labeled "Poor") that takes the value 1 if the individual has an income of at most two U.S. dollars per day and 0 otherwise. The analysis of variance reveals, as in Table 1 , that most of the variation corresponds to within-country variation. Table 5 reports the results of the two-stage approach. The top panel presents the first-stage regression of the personal and country evaluations on only individual controls, accounting for country fixed effects. The middle and bottom panels present the second-stage regression illustrating the impact of inflation and unemployment (current and lagged values, respectively) on the country averages of personal and country evaluations that are not explained by individual controls. Tables 6 and 7 report the results of the second approach of a single regression of the well-being measures on individual controls and the macro variables.
Regression Analysis
Both estimation strategies yield similar results. At the individual level, males tend to be (-6 .09) (-5.16 ) (-2 .08) (-5 .62) (-0.94 ) (-8.93 ) (-8 more critical of their current situation and their expectations about the future (as indicated by a negative and statistically significant coefficient of the "Male" variable on the respective regressions). Males also tend to be more critical of the past situation of the country, but we find no significant gender-based appreciation differences for the current assessment of country well-being. Males also tend to be less optimistic with respect to the country's future well-being; this can be seen in the significant negative coefficient in the future country well-being regression in Table 5 and in the negative significant coefficient for the expected country improvements (future-present) in Tables 5, 6 , and 7. In general we find that both age (measured in years) and its square are significant determinants of personal and country subjective evaluations, but there are quantitative differences of their effects on the different well-being measures, especially between the assessment for present and past well-being. The nonlinear nature of the estimated relationship with age implies that personal and country (past, present, and future) evaluations tend to decrease with age until a turning point in which the marginal effect of an additional year yields an improvement in the subjective evaluation. Di Tella, MacCulloch, and Oswald (2001) also find a negative sign on age and a small positive sign on age squared in their analysis of personal life satisfaction.
According to Table 5 , the present life satisfaction is a decreasing function of age up to 81 years. The turning point for past life satisfaction is at 40 years. This may reflect a tendency of older people to better evaluate the past. Tables 6 and 7 present similar results. The age turning point in the life satisfaction regression is about 66 years, but in the regression for the past personal situation the turning point is about 37 years.
We have defined the measure of optimism as the change between the future and present situation (both with respect to the individual and country situation), and we interpret this variable as illustrating expectations about future improvements in one's own life satisfaction or future improvements in one's perceptions of the country's situation. The results indicate that the impact of age on future evaluation is more negative than in the evaluation of the past and present. According to Table 5 , the turning point on future personal evaluation is above normal age spans (133 years), but the coefficient on age squared is not statistically significant. However, the regression of the personal optimism regarding life satisfaction (i.e., improvements in personal evaluation of life satisfaction) exhibits a significant negative agesquared term. This means that not only an additional year of life makes people believe that things will be worse for them in the future but also that the marginal effect of this additional year grows with age in absolute value, as life satisfaction optimism declines at increasing rates with age. Tables A2, A3 , and A4 (see appendix) reproduce the two estimation approaches with a wider set of individual explanatory variables. In line with previous research (see, for example, Di Tella, MacCulloch, and Oswald, 2001) , we find that married people tend to report higher personal life satisfaction than nonmarried people. However, according to the results reported in the appendix, the impact of marriage status on the country evaluations is not robust to the estimation strategy. We also find that employed people tend to report higher assessments of personal and country wellbeing than unemployed people, but their assessment for the future both with respect to the individual and country situation is lower than for unemployed individuals. People living in urban centers tend to show higher individual assessment of life satisfaction than people living in rural areas, but we find no significant differential effect for the assessments of country well-being. Finally, as expected, poor people tend to assess their current, past, and future well-being as being worse than richer people, as is the case for their assessment of the country's current well-being. More interesting, poorer people expect their well-being to improve in the future more than richer people do, as implied by the positive coefficient in the optimism regressions.
EFFECTS OF INFLATION AND UNEMPLOYMENT ON LIFE SATISFACTION
Both estimation strategies (and using both sets of individual controls) report a very consistent set of results. We find that an individual's present and past assessments of personal well-being tend to be negatively affected by the country's inflation and unemployment levels. The expectations about future personal well-being are not affected by the level of inflation but are negatively affected by the level of unemployment. An individual's assessment of the country's present and past wellbeing is also negatively affected by current inflation and unemployment, but not the assessment of the country's future well-being.
With respect to the effects on optimism about personal satisfaction and the country's well-being, we find that individuals' optimism measures tend to respond positively to current inflation and unemployment. Rather than interpreting this result as inflation and unemployment having a boosting effect on optimism, we believe that these macroeconomic variables depress the evaluation of the present relative to the evaluation of the future. In other words, higher current inflation or unemployment creates the effect of improved optimism, not because the future is assessed as more favorable but because individuals believe the present looks grimmer.
The regression using lagged inflation and lagged unemployment values shows significant effects on the assessment of personal optimism only from unemployment in the two-stage approach (Table 5 ), but not in the single-stage approach (Table 7) . Both inflation and unemployment seem to have an effect on the assessments of country optimism using either approach.
Finally, in contrast with previous studies, we did not find statistically significant differences in the coefficients for inflation and unemployment for most of the regression specifications in our analysis, as indicated by the insignificant Wald F-statistics in the tables in a test of equality of the coefficients for inflation and unemployment. This difference from other studies may be attributed to two important factors. First, we analyze a set of countries from several world regions that exhibit widely different patterns of inflation and unemployment, while previous studies analyze countries that often belong to more homogeneous regions or income groups. Second, although most other studies analyze a reduced number of countries, they also have data for several years, whereas we have data only for 2006.
CONCLUSION
In this study, we used Gallup World Poll data to analyze the determinants of individual assessments of personal and country well-being. With these data we extended the number of countries in the analysis beyond those of other studies in the literature.
Using individual assessments of past, present, and future measures of personal and country wellbeing, we examine two dimensions of happiness data that have not been previously analyzed in the literature. (i) By comparing the assessments for personal and country well-being we found evidence of the better-than-average effect identified in the overconfidence literature. (ii) By comparing future and present evaluations we also found evidence of optimism in the assessments of well-being.
We also analyzed the effects of inflation and unemployment on eight subjective measures of well-being (past, present, and future assessment of personal and country well-being, and personal and country optimism). We found that both inflation and unemployment have a negative effect on individuals' assessments of personal and country past and present well-being. We also found a positive impact of inflation and unemployment on the optimism measures because both inflation and unemployment worsen the evaluations of present well-being relative to the future. Our results suggest that policymakers designing measures targeted at reducing the perceived costs of inflation and unemployment may consider exploiting the differential effect of these macroeconomic variables on expectations of future well-being relative to current well-being. (-6 .54) (-7 .05) (-0.74 ) (-5.15 ) (-0.93 ) (-7 .36) (-5 (-3.80 ) (-0.26 ) (-3.49 ) (-0 .38) (0.39) (-2.25 ) (-0.45 ) (-1 .12) Age -0.05555*** -0.02477*** -0.05550*** -0.00473 -0.01609*** 0.00194 -0.03566*** -0.02059*** (-7.86 ) (-4 .42) (-6 .12) (-0.77 ) (-3 .06) (0.33) (-6 .01) (-4 (-4.40 ) (-0 .69) (-3.78 ) (-0 .04) (0.01) (-2.77 ) (-0.39 ) (-0 .58) Age -0.05481*** -0.02382*** -0.05505*** -0.00529 -0.01556*** 0.00269 -0.03550*** -0.02078*** (-7.58 ) (-4 .20) (-6 .02) (-0.86 ) (-2 .84) (0.44) (-5.85 ) (-4 
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